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Monday, March 9





Mr. Kosaku Yoneda, the Executive Director of PEO, called the meeting to order on time at 8:30.





Welcoming Remarks





Mr. Yasuo Shingu, Chairman, Kansai Economic Federation


Deputy Chairman, Japan Committee for PEO





Ambassador Hiromi Sato was introduced by Mr. Yoneda





Opening Remarks





Dr. Lawrence B. Krause, Coordinator, PEO/Forecast





Dr. Krause noted the new forecasters from Canada, China, Chile, Korea, the Philippines, Thailand, Vietnam, and New Zealand.





Some reminders on statistics: we cannot deal with a range. If you give us two numbers for GDP growth, we will pick the mid-point so you might as well give us the mid-point number. If you miss a number, as in the case of Thailand, we will repeat the previous years number. 


If you have any questions about tables, especially Table 4, talk to me or another forecaster.





Questions: on three policy issues.





We have never had tables built into the summary section. Should we? We should settle this before we leave.





Every country and region will use a phrase explaining monetary and fiscal policy.





We are going to begin with a retrospective on the Asian Crisis. Do we want to have an analytically critical discussion of IMF policy? 











Session 1: Japan and the United States


	Chair: Australia, Dr. Philip Adams





Japan, Prof. Chikashi Moriguchi





Began with charts showing how badly the Japanese economy is doing. 


Housing starts (p. 8 of his report), Capacity Utilization and Inventory/Production Index (p. 10)


In his scenario, public spending will be held to half of one percent (quarterly). The LDP is also planning to add a large stimulus package. 


Real exports have been declining. This is a response to the downward spiral of the Asian trend. 


Balance of Payments (p. 8),


Domestic Private Demand (p. 7), Business fixed investment will be weak.


BCD Index and Capital Formation (p.10). His private view is that since last May, the Japanese economy has moved back to a recession; the government has not announced that Japan is in recession. This is a political decision. Opposition leaders are critical of Prime Minister Hashimoto’s policy but there seems to be no alternative to LDP rule.








Q & A;


Q.: Prof. Ho: In your BCD Index Chart, what is the unit? 


A.: It’s a ratio.


Chair: So if it shows 80 does that mean a 20% decline.


A.: Yes.





Q.: Mr. Parker: Exposure of the Japan’s banking industry to the Asian Crisis? What is the role of monetary policy for demand generation?





A.: In Asia, how much of the risky assets are being held by Japanese banks is unsure. As for the stimulus package: the government is pressured to pass this. 





Q.: Dr. Krause: How do you categorize Japan’s monetary policy? Is it easing? Is it simulative?


A.: Simulative on fiscal, easing on monetary.





Q.: Mr. Sundakov: What is happening to household wealth and private consumption?


A.: Savings ratio is still high. There has been a shift from private banks to the public Postal Savings. The proportion of company stocks in household wealth has been small, compared to the US, and is getting smaller. There has also been a shift from commercial banks to Citibank.


Q.: Is household borrowings increasing?


A.: It’s declining. As for housing loans, applications are not strong.





Q.: Dr. Luna: What is the potential of households to invest overseas after the Big Bang?


A.: How the Big Bang will affect capital outflow is anyone’s guess.





Q.: Dr. Dawn: Both the IMF, and OECD are more optimistic in their predictions? In addition, Japan has been accused of not opening its domestic markets. Will this create some problems.


A.: The IMF and OECD have to revise their forecasts down. 


Q.: Is the government forecast also optimistic.


A.: This is a target forecast, the public does not believe it.





Q.: Prof. Yasuba: Could you estimate the GDP growth rate?


A.: If they, the government, can implement all packages, this could boost the rate to 1.5%.











The United States, Prof. Saul H. Hymans





Graphs - US Exports of Goods - Percentage Distribution by Geographic Region- explained and showed the place of Southeast Asia in the US export growth market. The impact, one should think of, is that exports have decreased and will lead to a slowdown.





Graphs and Charts





Rest of World Growth & Inflation Rates - result: the US will be feeling less stimulus from the rest of the world. 





Business Fixed Investment - from 92-97 - annual growth of manufacturing capacity over 5%. We have had an enormous amount of business investment. This has been important because we have seen an increase in productivity growth. We have relatively low rates of capacity utilization. We will be growing capacity but at progressively lower rates. 





Interest Rates - essential a neutral monetary policy relative to what has been going on.





Federal Deficit. In 1998, essentially a balanced budget. This is not a contradictory fiscal policy. The drop is due to the expansion of the economy. 





Growth of Real Exports and GDP;


The economy has a high probability of being slower. How much of this is due to the Asian situation? It is unclear, but for exports, they have grown but will go down to 6% and then recover to 8%. 


We will be doing our part to pull the rest of the world’s economies out of recession.





Change in Value of US Dollar;


Downward pressure in 1999 and 2000.





Slight rise in unemployment: inflation will be back to 2.2-2.5%








Q & A;


Q.: Prof. Ho: Federal Reserve Chairman Greenspan in the past was somewhat nervous about stock prices, I wonder if he thinks that asset prices are too exuberant.


A.: No. Interest rates will not be raised.  





Q.: Dr. Luna: Please comment on the difference between the CPI and producer price index.


A.: The CPI went up 1.5, the producer price index declined over this same time. I think it’s just a different mixture of things. Oil and raw material prices play a large role. 





			The first session recessed on time.








Session 2: Indonesia, Malaysia, and Singapore


	Chair: New Zealand, Mr. Alex Sundakov





Indonesia, Prof. Iwan J. Azis





The most controversial point of the IMF condition was the closure of 16 Banks. The immediate repercussion, was total panic. Moral hazard was high. There was no trust in domestic banks as there is no deposit insurance system. 


The second letter of intent, signed on January 15, was more flexible. Also, the IMF has been more flexible in recent weeks.


There have been repercussions on the price of rice. The price increase has already been substantial and will increase.





Table: Selected Crisis Indicators;


International Claims Held by Foreign Banks Distributed by Country of Origin.





The amount of private debt is huge, but the real amount is uncertain. Much of this debt is short-term.





The IMF program did not remedy the situation but led many to either criticize the package or bring in political reasons.





Indonesian Economic Outlook;


GDP Growth rate: 1997 4.2%, 1998 -0.3%, 1999 3.7





Making predictions especially for 1999 is very difficult. My predictions are based on four assumptions. 








Q & A;


Q.: One assumption is that government does not want to implement the IMF program.


A.: No one knows. People used to say that only Suharto knows. But even now, he doesn’t know. Even the Finance Minister does not know.


Q: What happens if it (the IMF plan) is implemented?


A.: If the Central bank does not lend supporting then none of the banks will survive.





Q.: Is money supply expanding? 


A.: Yes.


Q: Mr. Parker: Your forecast is more pessimistic? From where?


A. In GDP growth. The market has to trust the new cabinet to pursue sound economic policies.











Malaysia, Mr. Ong Hong Cheong





The Malaysian economy has been severely hit. The happy news is that we do not need any IMF aid. Many manufacturing companies have reported that they are still operating at above 80% capacity. The unemployment rate is estimated at 2.7%. The worst case scenario is that the unemployment rate could rise to 5-6%. Non performing loans (NPL) is estimated at about 4.3% of total loans. It is expected that the NPL will increase in 1998.








Q & A;


Q.: Dr. Krause: Protectionist moves are mentioned in your paper. Is this temporary or will it get worse?


A.: This policy will continue for as long as the country faces financial and liquidity difficulties. There has been a class by the government for Malaysians to bring money back into the country but this is not taken seriously. Figures for NPL are accurate as far as the books are concerned. Classification criteria have changed as the period has been shortened. We still do not know how many companies will have trouble in the next 12 months. NPL’s may double by the end of 1998.











Singapore, Dr. Toh Mun Heng





It is certainly a trying time for forecasters in Asia. The growth of the Singapore economy is 1998 will be dependent on three major areas. 


The government is looking into ways of liberalizing the financial sector, this was done even before the current crisis. Fifty-five recommendations have been made, full implementation is not expected until the end of this year. 


Why is Singapore among the least affected in the Asian Financial Crisis? Trade dependency is still low. The main export market is still the US, Japan, and Europe. Much of Singapore’s trade is denominated in US Dollars. Oil is also traded in US dollars. Singapore’s currency is pegged to a basket of currencies not just one.








Q & A;


Q.: Dr. Krause: Any evidence of over-building in the construction sector?


A.: Yes. There is an over-supply especially in high income condominiums. 


Q.: Are the monetary authorities prepared to keep the economy liquid?


A.: I think the lesson has been learned from the 1995 recession. The government will slow the growth of the supply of land but not intervene directly.





Q.: Prof. Drobnick: Are the loan losses in Singapore or in Indonesia. 


A. They are throughout the SE Asia. 





Q.: Prof. Azis: trade figures between Singapore and Indonesia have never been realized. What will happen if Indonesian economy collapses?


A.: If there is a meltdown in Indonesia, it is estimated that this is 2.5% of Singapore’s GDP. Also, if there is a meltdown there will be a tremendous outflow of capital. 





Q.: Dr. Adams: What have you assumed about Japan? Have you factored in Japan for your forecast?


A.: We expect Japan to grow 1%. 





Q.: Prof. Moriguchi: What about tourism. Already 1997 tourist arrivals are down. What will be the impact?


A.: From Korea, as much as a 20% drop. The tourist sector contributes about 6% of our GDP.





Q.: Prof. Paderanga: What are the effects on intra-Asian trade?


A.: There is an impact but Singapore relies on the developed market. 


Q.: Singapore is one of the few countries with deep pockets to invest in Asia. What do you see as future invest patterns?


A.: Companies are being encouraged to invest in the region.








Session 2 adjourns for lunch on time. 











Session 3: China, Hong Kong, China, Korea, and Chinese Taipei


	Chair: Peru, Dr. Santiago Roca





China, Dr. Luo Yunyi





The financial crisis that broke out in Thailand in July 1997 has spread throughout the region. China, however, has been one of the few countries which has avoided the severe impact of the crisis. Nonetheless, China faces different levels of challenges in a variety of sectors.


The main problem facing China is the promotion of employment in a period of economic reform and structural adjustment. The main problem is the amount of laid off workers from state industries. 


Policy options: macroeconomic policy; China will continue appropriate fiscal and monetary polices. China will enforce economic reforms in state owned enterprises. China will reduce deficit and government spending. One of the major tasks of the national people’s congress is to reduce the staff of government. Modifying tax rates is also on the agenda. China will keep the stability of the renminbi (RMB). 


China will not simply increase the money supply. The Central Bank of China will further cut the interest rate in the first half of 1998. It is good news that the Chinese government has changed its stance on foreign investment. Chinese foreign investment policy has moved from one of restraint to one of encouragement. The CPI may go up to 4%. 








Q & A;


Q.: Dr. Krause: In 1997, you say imports went up 2.5%. In your table you say 0.8%. 


A.: That’s a misprint.


Q.: Why was the rate so low? 


A.: This is due to microeconomic policy.





Q.: Mr. Tang: How is income growth measured?


A.: By total retail sales of consumer goods. 


Q.: In other words, are there other areas not being measured? Are there other areas that are not having strong growth?


A.: Is it true that household incomes are likely to be underestimated?





Q.: Mr. Parker: There have been reports of major infrastructure spending. Is this reflected in your paper?


A.: I don’t have the details. 





Q.: Prof. Hymans: What pressures are there for inflation, currently and in the future?


A.: Food expenditure takes a large percentage. Grain output is therefore important. Grain prices have been low, this means production may suffer. 





Q.: Prof. Drobnick: Exports in the last month of 1997 declined. The forecast for next year is 2%. GNP is only predicted to drop a small amount. 


A.: We will rely on domestic demand.


Q.: You expect a decline in investment.


A.: Even if FDI and exports shrink by half, this is not a problem. We do want more FDI. Our markets will be open more to foreigners.











Hong Kong, China, Prof. Lok Sang Ho





We are concerned about the Asian financial crisis. The Hong Kong, China's economy is suffering.


There is speculation on the devaluation of the Hong Kong dollar. High interest rates are depressing the economy. 


The Hong Kong, China's economy is, however, adjusting. Among the positive factors is the flexibility of the economy. Housing prices, rents, and office buildings are down. Real wages are also coming down for a number of workers. Relatively strong US and Chinese economy are helping Hong Kong, China. The First Special Administrative Region budget is also simulative. This is assuring to the financial market.


The unemployment outlook is bleak. The range of real growth forecasts is quite large. I expect that interests rates will fall.


Non-performing loans: provisions have been made so the situation is not as bad as first thought. Inflation will be lower than last year. 








Q & A;


Q.: Dr. Krause: As the Asian Currency Crisis hit unemployment, there is concern that foreign workers under contract will be let go.


When food prices rise in China, what happens in Hong Kong, China?


A. There are two types of foreign workers: one is domestic workers (estimated at 170,000). The other is those who work in the business sector. Already the scale has been reduced to a negligible level. We except there will be new cases of foreign workers.


I do not see any food price increases in Hong Kong, China, expect for chicken. (laughter)





Q.: Mr. Ong: What is the rationale for pegging the Hong Kong dollar to the US dollar at 1:7.8. Was it changing?


A.: The market has accepted the rate. Very few people would recommend de-linking unless something better can be convincing.


Q.: Yes, but why chose the ratio of 1:7.8?





Q.: Dr. Luna: How the financial market has looked at these changes?


A.: In recent weeks we have seen some rebound in the property sector. My bet is the greater part of the adjustment has been made. I also bet that the Hong Kong Monetary Authority knows that property prices have to stabilize. The default rate is quite low. 





Q.: Dr. Dawn: We expected that your foreign exchange reserves would drop. It increased? Why? Was it capital support from China? Is Hong Kong, China going to suffer deflation? 


A.: Perhaps high interest rates drew on short term capital. 





A.: Mr. Tang: Money did not come in from China nor did it come from the land fund. There might be reduced capital inflow. 





Q.: Prof. Hymans: page 2, on the table: 


There is a good chance that US interest rates will drop. Is this important? If it is, it’s a bad bet. What would a decline in US interest rates do for you?


A.: It would boost exports, and exert less pressure on the Hong Kong dollar. 


Q.: If the RMB is depreciated, what would the effect be?


A.: I think China is pragmatic and knows the consequences. It will not do the region or Hong Kong, China any good. China will avoid doing this. 








Korea, Mr. Kiseok Hong





The Korean economy is currently in the midst of a severe foreign exchange and financial crisis. This crisis is far from over. Forecasts are based on a variety of assumptions. Korea is expected to experience a severe recession in 1998. Recession in domestic demand is anticipated. Rescue loans, restructuring, and other reform efforts are being implemented. By the year 2000 the Korean economy will be back on track.








Q & A;





Q.: Prof. Moriguchi: Please comment on the construction statistic? 


Q.: Dr. Krause: What about the IMF? What about frugality programs?


A.: The IMF has visited the Korea Development Institute (KDI) several times, even the IMF people themselves are not sure whether their programs are the best. KDI people have argued that a high interest rate policy could delay recovery. 





Q.: Dr. Luo: The Government will inject capital into private commercial banks?


A.: The Government is there to provide capital but not intervene.


Q.: What is the trend towards Korean overseas investment?


A.: They are selling their assets in a liquidity crunch.





Q.: Dr. Adams: Import numbers: there is a widening divergence between import and export numbers? Tourist figures are way down. Can you explain it?


A.: Because of the over-valuation of the Korean won many people went overseas, now it is under-valued.


Q.: How important is the reorganization of the models? You are forecasting a very quick change in the current account?


A. In my model, I assumed certain improvements.








Chinese Taipei, Prof. Fa-Chin Liang





The Asian turmoil has had an impact on Chinese Taipei’s economy but the government will adopt measures to promote competitiveness, increase exports, and stimulate investments. Chinese Taipei’s economic growth rates are expected to shrink slightly from 6.8% in 1997 to 6.3 in 1998 and 6.4% in 1999.








Q & A;





Q.: What happened to nominal interest rates, especially after 2 July?


A.: Rates have returned to 6-7%. 


Q.: Did the Central Bank sterilize the rate?


A.: Not completely.





Q.: Mr. Tang: On consumption - there seemed to be little effect on public consumption.


A.: We did not find significant change.





Q.: Explain the behavior of the NT dollar. Did the prime interest rate appreciate?


A.: It is not linked to the US dollar but uses a basket.











Session 4: Canada and Mexico


	Chair, Chile, Mr. Gonzalo I. Sanhueza 





Canada, Prof. Thomas A. Wilson





Real growth in 1998 is unlikely to be sustained at its 1997 rate. There are three reasons for this:


The US cannot sustain last year’s above potential growth.


The Asian Crisis impacts Canada through reduced aggregate demands and by shifting terms of trade.


The Bank of Canada has shifted to a more restricted monetary stance.


The risks in this forecast are related to the three variables listed above: if the Asian Crisis is more severe, if the US performance is weak, and if current monetary results in negative effects.


The impact of the Asian Crisis is largely indirect. 








Q & A;





Q.: Dr. Krause: On fiscal policy: slightly expansionary? If we look at the margin, which is it going?


A.: Modestly expansionary.


Q.: Monetary policy?


A.: Restrictive.








Mexico, Dr. Sergio A. Luna





For Mexico, the word I would use to describe Fiscal policy is - neutralist; for Monetary policy- restrictive.


The outlook for Mexico in 1988 is favorable but it is important not to be “sanguine.” 


The effect of the Asian Crisis is the reaction of investors. This may imply that the flow of funds may be less. Furthermore, competition in the export market to the US is expected to be exacerbated.








Q & A;





Q.: Dr. Krause: The exchange rate implies something about competitiveness. Is the peso properly valued? When does the Mexican Presidential election in 1999 begin to have an impact on the economy?


A.: The debate over competitiveness vis-à-vis exchange rates is not as important as in the past.


Yes, it will be an important element. 





Q.: Dr. Toh: Is there any lesson from the Mexican Crisis for the current Asian Crisis?


A.: The longer it takes to recognize the potential problems, the longer it takes to rectify. To recover confidence in the financial system is essential.











Session 5: The Philippines, Russia, and Thailand


	Chair, Hong Kong, China, Prof. Lok Sang Ho





The Philippines, Prof. Cayetano W. Paderanga Jr.





While the economy achieved a slower growth rate in 1997, considering the currency turmoil, the Philippine economy performed better compared than some of its Asian neighbors. The fundamental question is whether the economy is fundamentally sound and will be brought down by the currency turmoil or that the economy was already exhibiting problems before the July crisis. 


There is a dilemma in Philippine policy circles. There is a lag time in the data. We already know the money multiplier has dropped. There has been a 15% decrease in liquidity. The issue now is what to do with interest rates. As far as monetary policy is concerned, some indication is that it will be kept at the same rate. We will look at the money multiplier much more closely. Monetary policy may see a bit tighter: or more or less the sea with a little tightening.








Q & A;





Q.: Mr. Parker: Numbers on the current account deficit somewhat confusing. You are not showing a large drop in imports. Could you explain this?


A.: We have not experienced a collapse in economic activity. Up until now it has not been as bad as Thailand or Indonesia. 








Russia, Prof. Vareri Zaitsev and Dr. Varely R. Nazirov





The situation in Russia is different than those presented. The Russian economy did not perform so badly. Russian real GDP was officially reported at 0.4%. It was the first positive growth in eight years. 


The problem, however, is the reliability of statistics in Russia. 


There are great differences in the evaluations of the shadow economy. The same can be said about the inflation rate.


Taking into account all these independently arrived at statistics, it is difficult to see a positive GDP growth rate in your report. 


It is very hard to see that Russia achieved financial stabilization. In particular, the Russian stock market is vulnerable to fluctuations. 


The Asian Crisis poses a great threat to Russia.


The economic situation remains fragile and does not give rise to optimism. The budget deficit is expected to grow. In our view, the government growth forecast is too optimistic.








Q & A;





Q.: Mr. Sundakov: Are you seeing an increase in the number of defaults?


A.: Yes.


Q.: What is the range of the outflow of foreign capital? Figures range from 15 to 300 billion dollars. (laughter)


Q.: What percentage of tax money is collected in cash?


A.: Only 30% of tax money collected is in cash.


Q.: Are lower oil prices having an effect on Russia?


A.: Yes. Oil prices have declined from 140.00 per ton to about 90.








Thailand, Ms. Somsri Luangmanirut





The Thai economic growth is expected to be lower than the target set by the IMF.








Q & A;





Q.: Mr. Parker: On your assumptions you assume a baht rate of 48?


A.: Yes. 


Q.: What would the implications be of a baht rate of 40? Would that improve the growth rate?


A.: Yes.





Q.: Dr. Krause: Which paper are you going to send?


Q.: Mr. Sundakov: What has been happening to tourist arrivals? In 1996-1997 about 70 million. Is that an increase or a decrease?


A.: An increase.





Q.: What is the estimated vale of the gold sold by individuals to the government?


A.: No estimate.





Q.: Mr. Parker: The agricultural sector is going quite well. What percentage of the Thai economy is the agriculture?


A.: About 20%.


Q.: That’s growing?


A.: Yes.


Q.: Do you see FDI increasing?


A.: Yes.








The March 9 sessions ended.











Tuesday, March 10





Session 6: Australia, New Zealand and Vietnam


	Chair: Canada, Prof. Thomas A. Wilson





Australia, Dr. Philip Adams





One number to look at is for real GDP for 1998. This is at odds with other reports. It shows growth increasing. Not just marginally but from 2.8 (1997) to 4.2 (1998). The other slightly puzzling number is the import number down to 6.1% for 1998.








Q & A;


Clarification question from Prof. Hymans: Why did you place the sale of gold on export numbers?





Q.: Dr. Krause: Two questions;


1. Fiscal policy, what is the stance of the budget?


2. What is the prospect of a terms of trade reversal?


A.: Risks and uncertainty: political, inflation, and the Japanese domino.


Cautionary note: The great uncertainty is Japan and to a lesser extent China. What are the contagion effects of lower growth in these economies? Fiscal policy seems quite accommodating.





Q.: Dr. Dawn: Your assumption that your unemployment rate will go down in 1998 and 1999.


A.: Many expect a decline in the participation rate. 








New Zealand, Mr. Alex Sundakov





The economy has been going through a modest but protracted slowdown. Before the Asian turmoil, New Zealand forecasters were picking a recovery in economic growth in early 1998. This, however, will be delayed. The impact of the Asian crisis will vary across sectors. Forestry, basic metals, fishing, non-food manufactures, dairy, and tourism will all feel negative effects. Business confidence is at its lowest levels since March 1991.


1999 should mark the beginning of a recovery. 








Q & A;





Q.: Dr. Krause: Fiscal policy, is still simulative but will have less of an impact; monetary may not be easing?


A.: Yes.


Q.: Terms of trade, a small improvement. Has that been re-thought?


A.: No. This has been driven by dairy and beef.





Q.: Prof. Hymans: Table, p. 4. 1997 CPI figure: Contributions to real GDP do not add up.


A.: I’ll check the figures.





Q.: Dr. Adams: What were you assuming about Australia? Lower growth than what I was predicting? 


A.: We were assuming growth of 3.3%.





Q.: Prof. Moriguchi: Recent power failure? What is left to privatize in the economy?


A.: Water and other electric power facilities. 








Vietnam, Mr. Tran Kim Chung





Five major factors could significantly affect Vietnam’s economy:


	Delay of state enterprise reform


	Reduction in FDI


	Decrease in exports


	Currency devaluation 


	Difficulties in the service sector








Q & A;


Q.: Dr. Krause: Monetary policy, tight?


A.: Fiscal policy, tightening.





Q.: Mr. Parker: Foreign investment in your current account deficit. You seem to assume that because the investment is in the pipeline, it will be implemented. You appear very optimistic in the current account deficit.





Comment: Dr. Le Anh Son





Some new information for discussion.


The chart, Factors Effecting to [sic] Economic Growth of [sic]1998, explained.





Particular mention must be made to the statement that Vietnam’s approach to trade liberalization and market opening has been chilled by the Asian Crisis. 











Session 7: Chile, Colombia, and Peru


	Chair: Chinese Taipei, Dr. Ray B. Dawn





Chile, Mr. Gonzalo Sanhueza





The effect of the Asian Crisis on the Chilean economy is the negative effect on the terms of trade and the national revenue. 








Q & A;





Q.: Dr. Krause: Monetary and fiscal policy for 1997 and 1998 - Tightening? Easing?


A.: Monetary policy 1997 easing; 1998 tightening. Fiscal policy - neutral.





Q. Dr. Adams: Could you please clarify your comments on copper, especially elasticity?


A.: Cost of production is low so the elasticity is nothing.





Q.: Prof. Ho: Why is inflation falling?


A.: This is due to oil and vegetable products.





Q.: Dr. Dawn: What has happened to stock market prices?


A.: Peak of stock market was in October. From then, a fall of about 30%. 








Colombia, Mr. Juan Carlos Echeverry





Business activity is expected to rise slowly in 1998. Official forecasting relates that GDP will grow at 4.5%. Independent private think tanks have recently scaled down their forecasts for 1998 to 3.8%. 


Presidential elections in June, fiscal policy will be undetermined until then. Fiscal policy will have to be restructured. Monetary policy is in a dilemma and will be tightening.


1998 will be a big year for oil exports. But they will retreat to lower levels by 2002. The prospects for CPI inflation are bad. 


Forecast:


GDP growth: 1997, 3.2  1998, 3.8  1999,3.8 


Inflation: 1997, 12.9,  1998,18  1999, 17








Q & A;





Q.: Dr. Adams: Did you say that the Asian Crisis has had no effect on the exchange rate?


A.: Yes, a very small impact.


Q.: Dr. Luna: Oil exports from 1998 will be 3.7 million barrels, or a growth from 350,000 barrels per day to 600,000 per day. 1999 will see return to a 400,000 barrel a day level?








Peru, Dr. Santiago Roca





In 1998, the Peruvian economy will face strong recessionary external shocks caused by El Nino, the deterioration of the terms of trade, and the Asian Crisis. We are anticipating an expansionary fiscal policy to counteract the El Nino phenomena. At the same time this as an inflationary policy. We do have a surplus. We are assuming a 1% not a 2.5% surplus in 1998-1999. We are anticipating an expasnionary monetary policy. This is to counteract the external shocks in the terms of trade due to the Asian Crisis. 


Since the second half of 1997, we have witnessed $70 million monthly decrease in capital inflows. We assume this pattern will continue.


It is expected that 1998 and 1999 monetary and fiscal policy to be more expansionary than in 1997. 


Export growth will be -7.7% in 1998 and 6.4% in 1999.


GDP is projected to grow 3.5% in 1998 and 5.8% in 1999.


Inflation rate is projected to be 8.7% in 1998, and 7.3% in 1999.


The government is not planning to intervene.


Our model assumes a stable Asian financial market in 1998.








Q & A;





Q.: Dr. Krause: Do you anticipate any political problems? Is silver an important commodity?


A.: Silver prices are going up but do not play a major role. President Fujimori is thinking of a third term but will have to spend more on infrastructure and social welfare.





Q.: Dr. Adams: In defense of El Nino. In Australia there were great fears about crop harvests. Rains did occur at the right time. Even in a worse case scenario, I surprised to see such a big impact. Why has the effect been so large in Peru? How large is the agricultural sector? Is El Nino having such an effect?


A.: In 1983 there was an El Nino effect which caused a decrease of 12% in the GDP. The fishing industry was especially hard hit.





Q.: Dr. Luna: Current account deficit is high. How is this being financed?


A.: By net inflows. 





Q.: Prof. Hymans: I am trying to understand the terms of trade deterioration. Why are the real exports going to go down? This should simulative real exports. Is it not happening because of the currency?


Q.: Dr. Krause: It’s a demand curve issue.


Q.: Prof. Drobnick: What type of investment is flowing in?


A.: Short term capital flows. 





Q.: Prof. Drobnick: What percentage is this? 


A.: Half?





Q.: Do you have an estimate on the amount of dollars in circulation? You allow dollar demand deposits, don't you?


A.: Yes.


Q.: Is it legal tender?


A.: Yes. Peru is one of the few countries which uses two currencies. 64% of all liquidity is in US dollars.











General Discussion and Summary





The purpose of this session is to test our ideas which will be used in the final step when you have a comment, criticism, or need elaboration.





We have seven items:


Retrospective on the Asian Financial Crisis


We did not predict it, but we were not surprised. We did a special section on current accounts deficit and their finance. 


We indicated a lot of concern. We worried about domestic financial institutions in Thailand. That was in the report. One finance company had already shown great difficulty. The footprints of a crisis were there. 





Why could not we forecast the crisis?


There were 11 countries with current account deficits of more than 3% of GDP. Most of these countries did not have a crisis. Just a high CAD was not an indication of a coming crisis. What I am suggesting is that financial crises have a number of dimensions. What are these elements?


Also, as far as Financial Crises are concerned, one lesson is: They are hard to start and harder to stop. 





They have spread effects. South East Asia competes with each other. 


There are also national peculiarities, i.e., Korea also had structural problems.





Why has this contagion effect been so great? Mexico’s tequila effect no way as severe as the Asian flu. All of these countries were acting in part because China has become so competitive so fast. China was able to produce competitive world products quickly. China took over a huge export market in the US which was previously exported from South East Asia.





Japan is so large in Asia, that the weak economy had a large impact.


Engines of growth: the US, China, and Japan. If three are moving: a boom. If two: reasonably balanced. If only one: problems. 





The Factors:


Overvalued currency; monetary authority unwilling to devalue in a timely and orderly fashion.


Excessive short term foreign debt: confidence is lost.


Fragile domestic financial institutions with (in combination with) weak prudential oversight.


Political uncertainty and policy uncertainty.





To stabilize the financial crisis when it starts you need coordinated and concerted actions on all areas.





In Indonesia, there is, for example, no political horizon therefore there is little ability to analyze. This increases uncertainty and exacerbates the crisis.





All countries and regions have stabilized except Indonesia. If Indonesia re-infects the rest of the region then the crisis is not over. The US treasury position is treating Indonesia as to separate and to wall it off.





Role of the IMF on the Asian Financial Crisis:


Was the IMF necessary? Yes. The IMF provides certification for the loan officer. This permits the re-establishment of confidence and access to world financial markets.


Were mistakes made? Yes. I am struck by what Prof. Azis [Indonesia] tells us about the impact of closing banks when there is no deposit insurance. This is inexcusable. You do not want to freeze up the system. 


In the Philippines, do you want to drive interest rates higher and further destabilize?


In Korea, the case is more complex because it has structural elements and the labor market. They are not linked to stabilizing financial stability. They existed beforehand. 





The crisis is also an opportunity. It is time to change because resistance to change losses its political momentum. But you cannot change structure overnight. The IMF may have overstepped its mandate.








Q & A & C;





Q.: Prof. Paderanga: Is it important to know the cost of the crisis? The IMF proposals if enacted as proposed in the Philippines would have deepened the crisis.





Q.: Prof. Wilson: You want a section on macroeconomic effects?





Q.: Mr. Ong: Why do you avoid the issue of cronyism?





A.; Dr. Krause: Cronyism has been part of every economic development that I have read about. It rarely creates a crisis. Indonesian corruption was worse 20 years ago than today. My view is that the press focuses on this because they can understand it. It is, I feel, exaggerated. I am reluctant to raise it to a higher degree.





C.: Prof. Ho: All of your four points have to be there before a crisis has to take place. I do not think it has to be all four. I would like you to consider three concepts:


	Crisis provoking interest rate.


	Crisis provoking exchange rate.


	Crisis provoking asset price flow. 





C.: Dr. Krause: The way I am responding, is that you are suggesting that there are degrees of difference of importance. I think you cannot get excessive debt unless you have weak prudential oversight.


For Korea if you ask: Why was there a crisis? Koreans answer, it was the failure of political leadership.





C.: Mr. Sundakov: There is a synthesis of ideas here. There is a correlation between cronyism and the weakness of the financial markets. 





C.: Dr. Luna: We should look at the current account and see the way it is financed. We have to look beyond the aggregate figure.





C.: Dr. Krause: Looking at country classification:


Most seriously impacted:


	Indonesia


	Thailand


	Korea





Seriously Impacted:


	Hong Kong, China


	Malaysia


	The Philippines


	Singapore





Indirectly Impacted:


	All the rest indirectly impacted and not necessarily negative. Chinese Taipei is not seriously impacted but the crisis may provide opportunities for investment.





C.: Dr. Adams: For Australia, in terms of overall export growth, and in some sectors (tourism) badly hurt.





C.: Mr. Sundakov: As for short term effects, your categories make sense. In the long term there are other effects. 





C.: Dr. Dawn: We do have a nightmare in mind. We feel that one day, we will be hurt. Chinese Taipei is not a member of the IMF so we may not get the necessary financial assistance. 





C.: Dr. Krause: If you permit I will make this point in my report.





C.: Dr. Krause: I want to bring in the question of immigration and migrant workers.





Lessons


Role of intrusive government policy


Importance of private financial institutions with prudential oversight.





C.: Mr. Echeverry: This is a broader question of democracy. 





Q.: Dr. Krause: I am prepared to strike the first item. But what about the role of prudential financial institutions?





Q.: Mr. Sundakov: All of these issues are important. Let’s suppose a contrafractual model where all your mechanisms are in place, could a crisis still occur?








Queries:


Can financial crises be prevented?





A.: Prof. Drobnick: Countries can take positions which can make themselves less vulnerable. 





Q.: Prof. Moriguchi: Regulating short term capital across borders, isn’t that a problem? What about Tobin’s thesis?





Q.: Dr. Krause: Why tax efficiency?





Q.: Mr. Sundakov: How do you interpret the danger signs coming out of an economy?











II. Outcome for 1997





A. GDP growth - inflation





	GDP: 4.3 - 4.1%


	CPI: 3.4% - 3.9%





B. Different regional pattern: Latin American developing countries had higher growth than Asia.





C. First half/second half contrast.





D. Huge changes in CAD.











III. Outlook for 1998-99





A. 1998 Recession Year - Five countries at negative or zero growth.





B. Forces


	1. Asian Financial Crisis


	2. Policy mistake in Japan


	3. Correction of CAD, except the US


	4. More domestic consumption


	5. Inflation worse





C. 1999 Recovery


	1. Easing of Asian Financial Crisis


	2. Investment rise








Risks in the Forecast


	1. Too stringent monetary contraction (MSI, Philippines)





	2. Political Uncertainty


	Indonesia


	New Zealand (at Mr. Sundakov’s suggestion)


	The Philippines


	Australia


	Colombia





3. No cyclical recovery in Japan





4. Protectionism


	Malaysia


	The US


	EU





	Thailand: Should speculation be added to the list.





Q.: Mr. Ong: Is import slowdown from protectionism? 


A.: Dr. Krause: No.





Q.: Prof. Ho: I want to comment on the US and Japan monetary policy. If the Fed raises interest rates, I see this as a risk.


In Japan, interest rates are very low, there is a degree of credit rationing. This is a risk.





C.: Dr. Roca: China is always a risk. 


C.: Prof. Drobnick: Raises the possibility of political risks in Japan.


C.: Prof. Moriguchi: Discounts the possibility.





Conclusions and possible insights


	A. Elevation of status and role of China


	B. The US economy remarkably successful


	C. International financial crises are possible


	D: IMF is fallible





Q.: Dr. Krause: Dr. Luo, any comment?


A.: Dr. Luo: In 1998 there is no need to worry about a devaluation of the RMB. It is impossible. 


Note: No one asked Mr. Luo about the possibility of devaluation in 1999. He was emphatic, on numerous occasions, for 1998. 





C.: Prof. Drobnick: I would like to raise the issue of China’s leading role. The Chinese economy is a mess. One lesson may be to stay closed.





C.: Dr. Krause: I totally disagree. 





Q.: Dr. Krause; International financial crises mean that there is a role for APEC. 


If the IMF is fallible then how do you make it less fallible? Where are mistakes made from?





C.: Mr. Parker: There was a transparency problem in the reporting of statistics. 


This also shows the increased impact of globalism. There is no long term private debt in Asia, it’s all short term due to interest differentials. Therefore, the political system is less able to respond and manage. 





C.: Dr. Krause: There is an absence of viable bond markets. They take government effort.





C.: Prof. Toh: The report seems to be dominated by the Asian Financial Crisis. This may be too pessimistic. 


Efforts in trade liberalization have been set back. This should be encouraged. We should develop some recommendations. (Also endorsed by Dr. Nazirov)





C.: Prof. Ho: FDI has been set back. FDI is very important in this. Could we comment on this? A point should be made on the panic of the Central Banks in dealing with the crisis.





Q.: Prof. Azis: Was the pressure from the IMF or from the Central Banks?





Q.: Mr. Sundakov: I am uncomfortable with point D. Is this group in a position to do this in a way which is not facile?





Point D: could be a defense options issue.





A.: Dr. Krause: Please lay out these options and send them to me.





Q.: Prof. Azis: Should be discuss the price of oil?





A.: Dr. Krause: We discussed this. Make your own judgment on Indonesia.








Presenting Issue:





Should we have a foreign exchange table? It’s going to be out of date when printed so it doesn’t add a lot. Of course, feel free to write about it.





Policy table could have value if it was clear enough what it was. If the heading was: Changes in Policy in 1998. Is this useful?





A.: Dr. Adams: Probably inappropriate at this time.





A.: Dr. Krause: Not reject the idea, just delay it.





Voting: 


The majority agreed that Changes in Policy table should be included.








C.: Dr. Krause: A productive meeting. Looking forward to seeing you in San Francisco.








Meeting adjourned at 3:00 p.m.


�


